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SUMMARY: AS FORESHADOWED BY JULY 11 WHITE PAPER AND 
CHANCELLOR HEALEY'S BUDGET MESSAGE ON PRECEDING DAY, 
PAYMASTER GENERAL EDMUND DELL ANNOUNCED TO PARLIAMENT ON 
NOVEMBER 13 THAT HMG WILL TABLE LEGISLATION NEXT WEEK- 
IN EORM OF AN OIL TAXATION BILL-TO IMPOSE A NEW 
PETROLEUM REVENUE TAX (PRT) ON PROFITS OF OIL COMPANIES 
OPERATING ON UK CONTINENTAL SHELF. HE ALSO ANNOUNCED 
SECRETARY OF STATE FOR ENERGY VARLEY HAD WRITTEN ON 
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EXPLOITATION INVITING THEM TO BEGIN NEGOTIATIONS ON 
QUESTION OE GOVERNMENT PARTICIPATION IN EXISTING 
LICENSES. NEGOTIATITHS ARE TO BE UNDERTAKEN BY HAROLD 
LEVER (CHANCELLOR OE THE DUCHY OE LANCASTER) ASSISTED BY 
LORD BALOGH (MINISTER OE STATE EOR ENERGY) AND DELL. 

MAIN POINTS OP DELL'S PRESENTATION WERE THAT (A) PRT 
WOULD BE ON AN INDIVIDUAL FIJSDPBY-PIELD RATHER THAN ON 
CONSOLIDATED BASIS; THAT PRT WOULD BE A PRIOR CHARGE ON 
PROPITS BEPORE ORDINARY CORPORATION TAX; AND THAT, AL- 
THOUGH NO ALLOWANCE WOULD BE MADE FOR INTEREST CHARGES, 
THERE WOULD BE AN "UPLIPT " (INCREASED AMORTIZATION BASE) 

OP 50 PERCENT EOR CERTAIN CAPITAL EXPENDITURE. HE ALSO 
STATED THAT WHILE PRT WOULD APPLY TO BOTH OIL AND GAS 
OUTPUT AS OP NOVEMBER 12, THERE WOULD BE SPECIAL PRO- 
VISIONS EOR FIELDS ALREADY IN PRODUCTION IN SOUTHERN 
BASIN OP NORTH SEA. END SUMMARY 

1 . RULES OF NEW PETROLEUM REVENUE TAX (PRT) WILL APPLY 
AS OP NOVEMBER 13 TO BOTH OIL AND GAS AND WILL BE SET OUT 
IN OIL TAXATION BILL WITH ACTUAL TAX RATE TO BE DE- 
TERMINED BY PARLIAMENT IN 1975 PINANCE BILL. PRT WILL 
APPLY TO PRODUCTION, NOT TO REPINING OR OTHER PROCESSING 
OP PETROLEUM. EOR PURPOSE OP TAX, ALLOWABLE EXPENDITURE 
IN A FIFED WOULD BE AVAILABLE TO BE SET AGAINST RECEIPTS 
PROM THE FIFED WHEN IT IS INCURRED, SUBJECT TO PROCEDURES 
EOR CLAIMING RELIEF FOR ABORTIVE EXPENDITURE. CERTAIN 
CAPITAL EXPENDITURE, INCLUDING THAT ON PRODUCTION AND 
TRANSPORTATION, WOULD QUALIFY FOR AN UPLIFT OF 50 PERCENT 
BUT NO ALLOWANCE WOULD BE MADE FOR INTEREST. THIS 
ALLOWANCE OF 150 PERCENT OF CAPITAL EXPENDITURE WILL BE A 
SUBSTANTIAL BENEFIT TO COMPANY CASH FLOWS. 

2. PRT WOULD BE A TAXATION PRIOR CHARGE ON PROFITS-IN 
OTHER WORDS, IT WOULD STAND IN FRONT OF CORPORATION TAX 
AND WOULD BE DEDUCTIBLE IN COMPUTING PROFITS FOR CORPORA- 
TION TAX PURPOSES. PRT WOULD APPLY TO OIL AND GAS, BUT 
THERE WOULD BE SPECIAL PROVISIONS FOR FIELDS ALREADY IN 
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PRODUCTION INCLUDING SOUTHERN BASIN GAS FIELDS. ALLOW- 
ANCE WOULD BE MADE FOR PAST COSTS, BUT NO ACCOUNT WOULD 
BE TAKEN OF PRE-BUDGET DAY RECEIPTS FROM OIL OR GAS. 

3. HMG WOULD CERTAINLY LISTEN TO AND CONSIDER ANYTHING 
OIL COMPANIES HAD TO SAY IN WAY OE OBJECTIONS TO ASPECTS 
OR DETAILS OF STRUCTURE OE TAX, BUT IT IS CLEAR THAT THE 
PRIOR CHARGE ASPECT AND FIELD-BY-FIELD BASIS ARE FUNDA- 
MENTAL ELEMENTS IN THE CONCEPTION OP PRT. 

4. OIL TAXATION BILL WOULD NOT STATE RATE OF TAX. 
PARLIAMENT WOULD BE ASKED TO APPROVE RATE IN PINANCE 
BILL NEXT SPRING BUT THAT DOES NOT MEAN ANNOUNCEMENT OF 
RATE WOULD NECESSARILY HAVE TO WAIT UNTIL THEN. ON THE 
CONTRARY, FROM POINT OF VIEW OP OIL COMPANIES, SOONER 
UNCERTAINTIES ABOUT NEW TAX COULD BE RESOLVED, THE 
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5. PRT WILL NOT EXIST IN ISOLATION. GOVERNMENT "TAKE” 

WOULD NOW HAVE 4 COMPONENTS: EXISTING ROYALTIES; COR- 
PORATION TAX, COMPUTED IN NORMAL WAY, BUT MODIFIED BY 
CHANGES INDICATED BELOW; NEW PETROLEUM REVENUE TAX; AND, 
WHERE APPLICABLE, PROCEEDS OF DIRECT STATE PARTICIPATION 
IN OIL LICENSES, TO BE FREELY NEGOTIATED WITH OIL 
COMPANIES IN NEXT PEW MONTHS. 
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6. OIL COMPANIES WERE CONCERNED TO KNOW AS SOON AS 
POSSIBLE THEIR NET POSITION AETER ALL THESE DIEFERENT 
EACTORS HAD BEEN TAKEN INTO ACCOUNT. GOVERNMENT HAD AL- 
READY MADE ITS OWN CALCULATIONS AND, THEREEORE, HAD ITS 
OWN IDEAS ABOUT APPROPRIATE RATE, BUT THERE WERE STILL 
UNCERTAINTIES IN POSTURE WHICH AROSE NOT EROM NATURE OE 
TAX SYSTEM OR OE OTHER RELATED CHANGES, BUT EROM PHYSICAL 
PACTS OP EXPLORATION IN NORTH SEA AND PROM NATURE OP OIL 
BUSINESS. REGARDING INCREASING COSTS OP NORTH SEA DE- 
VELOPMENT, SOME OF THIS SIMPLY REFLECTED INCREASE IN 
LEVEL OP PRICES GENERALLY. SOME MIGHT REPRESENT AN IN- 
CREASE IN REAL OR CONSTANT PRICE TERMS DUE TO PREVIOUS 
OVER-OPTIMISM ABOUT SHEER TECHNICAL DIFPICULTY OP EX- 
TRACTING OIL IN SUCH INHOSPITIBLE WATERS. 

7. HMG NEEDED TO TAKE INTO ACCOUNT LIKELY RANGE OF 
VARIOUS ESTIMATES IN FIXING OFFICIAL RATE FOR TAX. BE- 
FORE RATE WAS PINALLY SETTLED, PAYMASTER GENERAL INTENDS 
TO HAVE FURTHER EARLY AND DETAILED DISCUSSIONS WITH OIL 
COMPANIES ABOUT THEIR PRESENT AND PUTURE LEVELS OP COST 
AND ABOUT EPFECT OP TAX PROPOSALS ON PUTURE PROFITABILITY 
ON NORTH SEA OPERATIONS. IN DECIDING RATE, HMG WOULD 
HAVE PULLY IN MIND THAT WHILE DETERMINED TO ACHIEVE ITS 
OBJECTIVES, GOVERNMENT FULLY RECOGNIZED THAT TAX MUST 
LEAVE OIL COMPANIES WITH ADEQUATE RETURN ON THEIR CAPITAL 
AND SUPFICIENT INCENTIVE TO CONTINUE WITH DIPPICULT AND 
HAZARDOUS WORK IN NORTH SEA WHICH THEY HAD BEEN UNDER- 
TAKING WITH DETERMINATION AND SKILL. IN PARTICULAR, 
GOVERNMENT WAS CONSCIOUS OP NEED NOT TO DETER INVESTMENT 
IN THE MARGINAL FIELD. IT WOULD CERTAINLY ARRANGE THINGS 
SO THAT COMBINED EFPECT OP PISCAL AND OTHER MEASURES 
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8. CONSULTATIONS ABOUT PRT AND NEGOTIATIONS ABOUT PAR- 
TICIPATION WERE TWO SEPARATE, BUT RELATED, PROCESSES IN- 
VOLVING TWO SEPARATE SETS OP DISCUSSION. HOWEVER, THREE 
MINISTERS CONCERNED (LEVER, BALOGH AND DELL) WOULD BE 
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WORKING VERY CLOSELY TOGETHER. IMPORTANT POINT WAS THAT 
PRT STOOD AS A TAX IN ITS OWN RIGHT AND ITS ENACTMENT WAS 
NOT DEPENDENT ON PROGRESS WITH PARTICIPATION NEGOTIATIONS. 

9. AS EOR CORPORATION TAX AMENDMENTS CONCERNED WITH 
PROFITS FROM NORTH SEA, IT HAD ALREADY BEEN ANNOUNCED (IN 
JULY WHITE PAPER) THAT THERE WOULD BE A RING FENCE FOR 
CORPORATION TAX PURPOSES AROUND PROFITS FROM UK, TERRI- 
TORIAL WATERS AND CONTINENTAL SHELF, SO THAT THEY WOULD 
NOT BE REDUCED BY ALLOWANCES AND LOSSES FROM EXTRANEOUS 
ACTIVITIES. THESE MEASURES WOULD APPLY TO GROUP RELIEF 
AND TO SIMILAR SET-OFFS WITHIN A SINGLE COMPANY AND A 
COMPANY WITH LOSSES OR EXCESS ALLOWANCES WOULD NOT BE 
ABLE TO USE THEM TO CLAIM PAYMENT OF IMPUTATION TAX 
CREDIT ON DIVIDENDS RECEIVED FROM A COMPANY WITHIN ITS 
GROUP AND PAID OUT OF NORTH SEA PROFITS. RING FENCE 
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10. IT WOULD BE GENERALLY AGREED CORPORATION TAX YIELD 
EROM NORTH SEA, WHICH WOULD BE SUBSTANTIAL, SHOULD NOT BE 
AT RISK OE COMPANIES BRINGING ALL SORTS OP ACTIVITIES AND 
EXPENDITURE INTO UK TAX NET MERELY SO AS TO GET RP.LIP.P 
AGAINST NORTH SEA PROPITS. HOWEVER, RING EENCE WOULD 
PACE ONLY ONE WAY: LOSSES AND ALLOWANCES ON CONTINENTAL 
SHEEP WOULD STILL BE ABLE TO BE SET AGAINST PROEITS EROM 
ACTIVITIES ELSEWHERE. 

NOTE: A SECOND CORPORATION TAX AMENDMENT CONCERNED 
WITH PROPITS PROM TRADE OUTSIDE NORTH SEA ALSO WAS DEALT 
WITH AT LENGTH. ITS EPEECTS, HOWEVER, WOULD BE ON OIL 
COMPANIES WHICH HAVE BENEPITED PROM ARTIPICIAL TRANSPER 
PRICES ON MIDDLE EAST OIL SOLD AT POSTED PRICES BY PRO- 
DUCTION COMPANY TO MARKETING COMPANY BOTH OP WHICH ARE 
RESIDENT IN UK AND SUBJECT TO TAX ON THEIR PROPITS. AS 
REPORTED PREVIOUSLY, NO US COMPANIES WOULD BE APPECTED 
BY THIS PARTICULAR AMENDMENT. 

1 1 . COMMENTS POLLOW BY SEPTEL. 


SPIERS 


UNCLASSIPIED 


NNN 


Deciassified/Reieased US Department of State EO Systematic Review 30 JUN 2005 



Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 


Message Attributes 


Automatic Decaptioning: X 
Capture Date: 01 JAN 1994 
Channei indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: PETROLEUM INDUSTRY, PETROLEUM PRODUCTION, CENTRAL LEGISLATURE, TAXES 

Control Number: n/a 
Copy: SINGLE 
Draft Date: 15 NOV 1974 
Decaption Date: 01 JAN 1960 
Decaption Note: 

Disposition Action: n/a 
Disposition Approved on Date: 

Disposition Authority: n/a 
Disposition Case Number: n/a 
Disposition Comment: 

Disposition Date: 01 JAN 1960 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1974LONDON15013 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: N/A 

Errors: N/A 

Film Number: D740331-0545 
From: LONDON 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: Iink1974/newtext/t19741 140/aaaabhsq.tel 

Line Count: 300 

Locator: TEXT ON-LINE, ON MICROFILM 
Office: ACTION EUR 
Original Classification: UNCLASSIFIED 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 6 

Previous Channel Indicators: n/a 
Previous Classification: n/a 
Previous Handling Restrictions: n/a 
Reference: LONDON 9104, 8800, 8680 
Review Action: RELEASED, APPROVED 
Review Authority: golinofr 
Review Comment: n/a 
Review Content Flags: 

Review Date: 13 NOV 2002 
Review Event: 

Review Exemptions: n/a 

Review History: RELEASED <13 NOV 2002 by boyleja>; APPROVED <14-Nov-2002 by golinofr> 

Review Markings: 

Declassified/Released 
US Department of State 
EO Systematic Review 
30 JUN 2005 


Review Media Identifier: 

Review Referrals: n/a 
Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
Secure: OPEN 
Status: NATIVE 

Subject: HMG OFFSHORE OIL AND GAS POLICY: NEW PETROLEUM REVENUE TAX AND PARTICIPATION NEGOTIATIONS 
TAGS: ENRG, UK, (DELL, EDMUND) 

To: STATE 
Type: TE 

Markings: Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 


Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



